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Toward the end of 1966, Kith the arrival ef several dlroetere and engineers 
of the Oeraaa Krupp organisation, a program fer the expansion of frapp’ e Brasilian 
operation vai initiated. At that tin#, high-level discussions were held regarding 
tie possibility of frapp entering the heavy-duty equipment annnfeeturlng field vith 
the predaetlea la Bra* 11 ef lec# motives and heavy-duty trucks. 

Early nngetiatlous were largely confidential/ It vp.s met aatll Septenbnr 26, 
1967, when the three top director* ef FreideriehTErupp A.G.’s Brasillaa subsidiary 
aekad See Paul# State Governor Jaaie Qnadres fer aeaieteaee, that the "Erugp ones" 
he cant a cane# calibre providing a pelltlcal aad economic controversy that ban aet 
yet beta resolved* This controversy m*t he considered a a part of growing agitation 
ea the part of SZo Paolo i ado* trial aad pelltleal circlet te publicise a business 
slewdeva aad alleged recemt discriminatory eceaemlo decision* aade by the Federal 
Government (see CeaOea Despatch 160). the director® ef K rupp requested the govs*- 
aer te use his lafloeace te irea out aorta la diff leal ties thick tew being esinsi- 
. tered by the company la at tempt lag to expand Its operations, the local press 
reported that at thle meeting the frapp representatives had stated that tve Federal 
Government appelated ceaalssloae were withholding permission fer the fin te la* 
pert saehlasry under SUHOC’e Institution US. 


Before these etateasats could be verified, the Krupp case be ease SSe Paalo 
headline aaterlel and raised the Ire ef already touchy Punllstae. Ia rapid suc- 
cession (1) the JUadiaf Municipal Chamber approved a vote ef censure against the 
federal Government, (2) Sea tee and Campinas followed salt, (3) the Sat Pauls 
Assembly heatedly debated "the sabotage ef Krupp, ■ (4) SSe Paulo a mvepepen took 
up the attach la full force, announcing the possible withdrawal ef Krupp from 
Brasil, and (5) upon appeal te the JUadl&f Cenmerclal Association, the city's 
buelaess aad lmdas trial actlTitlee came te a stands till oe October 4 te pretest 
the "attitude adopted by the federal Oeverusmat*" 

Ss sooner had thee# events occurred them the B%o psnle press took up the 1 me 
end cry. Ulterlals blossomed, hittlj* et the "Federal Government* e dlocriainj*- 
tlea against SSe Paula" aad celling fer "defense measures." 


U ffce Federal Government, stung by the criticise, arses to the defense. Federal 
ip ter ef Transport laele Noire declared that (1) the Federal Government had n ot 
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rejected i.rup:»*e project*. (2) Krupp had presented no detailed nreduotlon program ! 
to the Federal Governmeat , (3) the Government had not concluded etudlee with j 

resnect to the manufacture of locomotives, and (4) that Kruprj's manufacturing 
pro^rna for h** t«vy duty truck* ♦ •;»« • till under study. 

The* * etroiv? statement* by the Federal Government apparently had the denlred 
effect, * ithta a matter of d*yi the See Paulo press slackened lte nttcka, nnd 
several to rials defending the Federal Government 1 s .pool tion suggested that 
perhaps Krupp had overplayed Its hand, 


The Kru^r controversy can Vo largely laid te Pnullsta over-sxnbe ranee , proving 
evidence of a huelness slowdown, Jid growing comtrorerey between the SSe Fettle 
business community and Federal Government economic policy. 

The Federal Gorernneat quite clearly had Valid reasons for carefully e cm tin i*- 
tng Krupp* s broad and complicated expansion orogram. The Consulate General bellevta 
that some manufacturing plan at Carroo Jjimpe near Jundiai In the state ef Sae Paul# 
will e reatually he approved, ^run*' s production of heavy transportation equipment, 
particularly heavy duty true 1 :*. could have an unsettling ef Vet on the future 
Brasilian truck market. 

3fcCKQR0g]n> 

Although Krupp products were Imported Into Brut 11 as f.*r hack as 1898, it was 
only in October of 1952 th t the German firm's local representatives, IaportsicUra 
e 'Ixportadora Braslleira MOT, S.A« , were made a Krupp subsidiary and changed tholr 
name to Indus trla Baciooal de Locomotives ( TOT.) , Ltda., Kith an authorized capital 
of Cr$10 million . 

Krupp had shown an Interest in manufacturing locomotives In Brasil as early 
as 1951 when it presented to the Brasilian Council for Economic Development a 
project for the construction of locomotives. For several reasons. Including 
bureaucratic delay, inactivity on the part of Krap , changes la the' Federal and 
Sao Paul# State Governments, an«i thn wanning influencs of the Council of Economic 
Develop neat , the project w. 8 s effectively shelved until 1956. 

t 

During that yr r two events occurred which rave new impetus to Kr upp plane In 
Brasil, In the first Instance, the Sao Paulo State Government became aware of the 
fact that Bela Horizonte In the state of Minas Geralo was Krupp** choice for the 
location of its new production facilities. It lamed!?. to ly made DtL an advamteuseeaa 
effer te locate in S2o Paulo.- It offered lend and Gildings with an estimated value 
ef Cr$21,5 million for only Cr$l2 nilllon. ' The offer stipulated that In the 
'event that Krupp was not manufacturing locomotives within a period of fire jeers, 
the land and buildings would revert to the state and the Cr$12 nilllon would be 
returned, IKL lemediately accepted the effer, and the ml* was dnly registered en 
September 10, 1956* 


property, formerly belonging te the Coffee Institute, io at Camp# 14 
city of JUndlai includes a siding of the S>r too- Ju ndi a i railway. 
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Dm second event which gave Impetus to Krupp* ■ new production program was 
President KUbltsehek's visit te Germany la 1966, Be vial ted the Krupp factor/ 
at Essen aad informed Krupp 1 * president. Hr, Tea Behlen uad Hal back, that the 
company's pl^tae la Bratll would probably receive the Federal Government's favor- 
able coneide ration, '' 


la Hovembor, 1966, Mr, von Bo hie a uad Hal bade visited Brasil, had Important 
talks with President KUbltsehek aad Oeverasr Qpadros, aad sxprsssed the hope that 
the Conp&ay's expansion plans would new be given favorable consideration by the 
governments of Brasil aad the State of S2e Fault, 

A revitalised Council for Economic Development, presided over by Federal 
Kinleter of Transport Laeio Meira, was appointed to study the use ef diesel lees no 
tlves by the Brasilian railways. On January 23, 1957, tbs Council received IHL's 
new project for the manufacture of Krupp loco no tlves in Brasil, In this locomo- 
tive program, for the firet tint, brief nentloa was mad* of the oosipaay'e intent 
to also produce heavy-duty trucks. Toward the end of April, a detailed production 
program for the Manufacture ef 18- ton, heavy-duty trucks was presented to the 
Executive Group ef the Automobile Industry (OKI A) for study and approval. It was 
particularly Interesting to note that both program detailed Krupp* s capital 
position and plana for the future. 

Brasil** Krupp subsidiary, originally capitalised at Cr$10 Billion, increased 
capitalisation to Cr$30 million in 1956. Brasilian participation is concentrated 
in the following principal stockholders t the V. Yellsss Borges group (a powerful 
textiles concern), the Cla, Taubati Industrial, the Banco Alllaaga do Hie do . 
Janeiro (allied to Deutscb-Suadaoerikaalseh# Bank ef Hamburg), and Me so re. Itudelf 
Kraus • and Schluchtnaxw (IHL's managing directors). 


On July 23, 1957, a further report te the Council ef Dsvelepnent indies. ted 
that Krupp intended te invest million and 17 Billion Vest narks in cash, as 
well as $7 nllllon and 28.5 Billion vest narks la machinery and equipment , The 
sources 2 ' for inch of the Information contained in this despatch have Indicated 
to the reporting officer that the parent company had aloe declared Itself willing 
te forego re alt tunes of profits for an Indefinite period, reinvesting in the Bra- 
silian operation. 

While the program ef Krupp are at present quite confusing, the president ef 
the cospany did outline his company's projects te the press, and it can be safely 
attuned that these remain basically unchanged. If the program is approved ter the 
Federal Government, IHL will begin with the production ef 16 te 18-ton, heavy- 
duty trucks aad the manufacture ef steam, diesel, and-er electric lecemetlveii. 
Initial output has been fixed at GO units annually with production gradually 
increasing te an unseal rate ef 100 unite by 1962. What is net generally known 
la the fact that the over-all Krupp program alee foresees the manufacture ef heavy* 
duty cranes, deck equipment, and miming machinery, as well as the construction of 
a cement factory. Associated plans foresee the production, with the firm ef 
Heart ch T r*** ef Mannheim, Germany, ef bulldesers, tractors, end agricultural machls 
•ry. 

^Members of the local Krupp organisation and the German Consulate General 
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la view of the complexity ef t he oo^any's pre^rea, It It understandable 
that the Federal Government hns shewn son# reluctance to firing a blanket 
approval te Krupp's Brae 11 lam expansion plans. Both the locomotive moanf ns tor In# 
pro gran and the heavy'daty truck aaxofacturlng program hare recently Been severely 

orltlclied h y the Federal Oeren usent. 

♦ 

As regards the 1 econo tire program, Transport Minister Luolo Melra has stated 
that IHL has not presented a detailed locomotive mamufac taring pregran, hat has 
only indicated "an Intent to aaauf ao tore . " Be elalns that this "intent* was 
presented te the Council for Development In a ten-page do cunon t which wen, In his 
spin! on, barely an outline of IHL'e basic loco bo tire nanufac turlag pregran. Die 
deotrlne stated that by I960, 70 percent of the locomotive's content by weight and 
60 pereent by value would be ef national production. Minister Melra gees on te 
say that this doeunant dses not even specify what type of leoomotlve IHL Intends 
ts nanufacture. He further stated that IHL elalae that the eeupaay had nade 
arrangements with General Electric te nanufacture the 1 scene tire's electrical 
equipment and with Cceper-Bessener te produce the diesel engines. Minister Melra 
added that the Council fsr Development has ascertained that neither General XLee- 
trie nor Co speru Bessemer has signed any such agreement with either Krupp or IHL* 

The Consulate General bell eres that perhaps what nest irritated the Federal 
Government was a series of what Minister Helm. called "denned*” Bade by IHL direc- 
tors. The two principal "denned* , ” as best as can be ascertained, i*re that (l) 
the Federal Government should guarantee IHL a fine order fsr 260 1 scene tl veil 
based on an annual anticipated output ef 60 units and that (2) the Federal Creve rn- 
sent should guarantee IHL priority In the supply ef locomotives te the exclusion 
ef competition. The Council for Development, in the reporting officer's opinion, 
would net and could net approve a locomotive manufacturing pregran dependent en 
these csadltleas. It Mas been ascertained that there is son# doubt as te whether 
Brasil can absorb tbs proposed output. Te be sure, sons 166 locomotives were 
imported in 1967, and it is understood that 50 sere units are en order with Gen- 
eral Electric. These purchases, however, were in connection with a najer railway 
overhaul and replace sent program, and it le quits doubtful If In the future the 
Brasilian railway system could abeerb SO te 100 new locomotives annually* 

In contrast with the locomotive pregran, the heavy-duty truck program pre- 
sented by IHL te the GBIA is very detailed. It ignores, however, federal decree 
39412 of June 16, 1966, which restricts axle weight te 6 tone, Krupp's trades 
weigh in the neighborhood of 10.6 tons per axle* An interesting development along 
these lines, however, is that early in October President Habltschak appointed a 
connlsslon to study the pros and eons of manufacturing heavy-duty trucks in Brasil, 
&is condition, which was eonpoted of representatives of tbs national Hl£wny 
Department, the Katlonal Council of Transportation, the Association of the Meter 
Vehicle Industry, and the GILA, has now recommended the nanufacture ef trucks 
weighing up to 10 tone per axle. As Krupp's vehicle* could readily conform le 
thle axle weight, it is quite possible that if the reeenaeadatlons are approved 
by President Kubltsehek, (»IA will in turn approve Krupp' s heavy-duty truck pro- 
duction plan.**' # 

I* Mother programs for tbs aamf actors of heavy-duty trucks presented to OXIA > and net 
lytLnpprevsd include Temef't Scania-Vabis. Mercedes' 16 tenner, Sorgward'e 16 . 

tenner, International, and Bee, 
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Although, the 8Se Paul# press has toned down lta attacks, resentment agal 
vhat the Paul lata call* "Federal discrimination Against the atata af SZa pool 
is atlll strong, fiie bitterest attack against tha Federal Government was par 
hapt tha patltlaa praaamtad ta the jundlaf Huilclpal Chamber, which oonten&ed 
that praaldamt Kubitsohek aad self- interested pelltical aad Industrial groups 
deliberately blacked tha expansion of Krupp la tha SZa Paula area. Tha aata « 
tly aecuaaa praaldaat Kubltschek af cheap Ionian hit native atata af ftiaaa Gen 
▼ia-h-ria SK* Paula ta the detriment af Brasil *■ over-ell acaaamlc develops** 

Tha Saatao aad Carinas Municipal Chambers, baek stepping the aot lorn take) 
JUsdlaf, aeat telegrams to Prealdeat Kubltschek, tha Minister af Pinnace, tha 
dant af tha Bank af Brasil, aad tha president af the Chanber af Deputies proto 
"federal interference la SZo Paula* a Industrial development." Xu tha Federal 
bar af Deputies la HI a da Janeiro, Sla Paula Federal Deputy Herbert Dory atta< 
what ha called "tha Federal Gove rune at * a deliberate sabotage of Frapp* a plane 
Sat Paula." tOae SZe Paulo Legislative Assenbly Itaelf held atony debates, ci 
citing Federal Government policy. Theta debate* were headlined by SZe Paul# i 
papers. 
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lhe whale caatrorarty, this office believes, hat beam highly a xuggarated 
the usual "Pauli a ta spirit." Heverthelets, It is important to note that whll< 
Federal Gover nm ent normally welcome* responsible ferelgn capital. It la alwayi 
wary of capital that tries in any way ta lafluence, change, or ta put praarurt 
the formulation af Brasilian economic policy. Power tactlea aad reposted thw 
ta nave ta Argentina only served In this caoe ta antagonise already touchy at* 
Be a In HI a da Jana Ira. 

The natural tendency te play eaa ferelgn conpany agalmst another was evil 
throughout the coatroversy. international General Electric Conpany, iilmce tbs 
war Brasil's major supplier of electric and diesel locomotives, was often neat 
as a powerful and tone what sinister farce behind tha aoanaa. Far two weeks tfc 
have been cautious proas notices that aaethar well-known foreign company la In 
estad In Manufacturing diesel and stem a leosas tires in Brasil, According ta a 
recent statement fern GX1A Itself, a French company (probably TKBLTW) haa ala 
presented a program ta produce heavy-dnty trucks - "Its program will tie duly . 
studied and compared with Krupp's. ■ 


Tha reporting efflear believes that while tha over-all Frapp program cant 
ceaf using and unrealistic inconsistencies and vaa poorly presented at an amfor 
tine, tha Federal Gore resent will eventually approve manufacture at Campe Limp 
Any national reporting on the motor vehicle Industry cannot at this time cempl 
discount Frapp as a probable important future supplier of heavy-duty trucks ta 
Brasilian market. While heavy-duty trucks are not part of tha present Hsroede 
Bans, General Motors, Ford, and Flllye progressiva manufacturing programs. Cm 
will probably offer strong direct and Indirect competition te thao^-e^lll flsdj 
ling undertakings. 
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